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I. Executive Summary 



The adequacy and availability of state assistance for K-12 school construction remains an area of 
continuing concern for the Legislature, even with statutory revisions in Act 29 of 1999 which 
created a school construction funding priority system. The concern grows out of several issues: 

• The annual state obligation for school construction expenditures exceeds the amount of 
capital bill funding that is projected to be available for this use. Long-term school 
construction was anticipated to cost $ 10 million in state funds annually. This was to be from 
the state’s annual capital appropriation. 1 Actual spending has been close to $17 million a 
year as Vermont has had to absorb some pent-up demand from years where no school 
construction aid was authorized. Based on current information, long-term projections 
indicate that annual expenditures of $12 - $15 million are likely, possibly creating a shortfall 
in resources. While a prioritization system adopted in 1998 would ensure that funds were 
paid based on availability, an accumulation of approved and unfunded projects could occur. 
The continued demand for school construction funding in an environment of falling student 
counts may be due to several factors including: 

• The regional nature of the student population decline. Some areas are still 
experiencing rapid growth. 

• Continuing energy and technology-related needs and attention to environmental 
factors such as indoor air quality. 

• Change and evolution in educational programs and delivery. These include 
expansion of full-day kindergarten and preschool programs, specialized small group 
programs such as Reading Recovery, and more space accommodations necessary to 
adequately serve an array of special education needs. 

• The aging of Vermont’s school buildings overall. 

• Current state law reimburses a fixed 30% of allowable costs. Some towns express 
concerns over adequacy of funding. There are two key factors which create inequalities in 
need for funds and create adequacy issues: 

• Uneven population shifts: Vermont’s school-age population is declining over all; 
however, in several school districts, student counts are increasing at rates of 2-5% or 
more a year. 

• Variance in building conditions: the current condition of school buildings varies by 
community and remains difficult to assess. Generally, Vermont has older school 
buildings. However, unlike a growing number of states, we have no benchmark study 
of building condition or a process of regular school building condition surveys to 
allow a more accurate sense of varying need. 



In January 1996, The Report of the Joint Committee on School Construction indicated a projection of $9 million 
per year adjusted each year for inflation as a projected cost which would be $10 million in FY 2001. 
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• National trends create opportunities and issues for Vermont; federal funds and equity 
related court cases. For FY 2001, Congress approved a new school construction grant 
program; Vermont is estimated to receive $5,483,750 in federal school renovation grants; 
however, the particular uses that can be made of this money are yet undetermined. 2 
Nationally, states have been increasingly addressing school construction through a number of 
budgetary and other initiatives. In part, this increased state action is a result of a growing 
number of court cases which raise issues of equity in the school construction context. With 
Act 60 in place, these legal challenges would not be likely in Vermont, but might arise, 
depending on changes which are made in school construction financing. 

• There is no readily available source of funds for long-term school construction needs. 
Additional sources of funding beyond an assumed $10 million capital bill contribution are 
limited. Anticipated technical center costs will exacerbate the demand for resources. In the 
short term, the current legislative practice of allowing unanticipated surpluses to be used for 
school construction will provide a cushion that will offer time to better assess out-year needs 
and provide time to explore long-term funding options. Federal funds may provide some 
relief; however, by FY 2004, there is likely to be a need to develop funding options. 



II. Statutory Charge 

Act No. 152, Sec. 160a of the Acts of 2000 

Sec. 160a. SCHOOL CONSTRUCTION STUDY 

(a) The legislative joint fiscal office and the department of finance and management, 
with the assistance of the department of education, the school board association and the 
superintendents association, shall carry out a study to identify the need and recommend 
strategies to meet the need for affordable long-term financing of school construction 
projects. Specifically, the study shall: 

(1) Identify whether and to what extent the short-term and long-term demand for 
school construction funding exceeds the current $ 1 0 million commitment of funding 
from the state’s capital bill. 

(2) Identify ongoing revenues or funding sources which could be utilized to meet 
any estimates of demand. 

(3) Review the existing system of prioritizing and approving school construction 
projects as to the financial implications these have. 

(b) The study findings shall be reported by January 15, 2001 to the legislative 
committees on appropriations, education, finance, and ways and means, and the secretary 
of administration. 



2 

The statutory language allows up to 25% of these funds to be used for special education- related costs; however, at 
this point, the specific allowable uses are uncertain. 
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III. Findings and Recommendations 



1 . Financial equity: The current school construction financing system is built on the 
equalized financing system of Act 60. Nationally, there is an increasing number of court 
cases based on equity considerations in school construction finance. Modifications to the 
current system should be done in a manner that preserves sufficient financial equity to avoid 
court challenge. 

2. State funding outlook : Due to the $29 million set aside from FY 2000 surplus revenues, 
there is no immediate problem of financing for school construction. The resources set aside 
should be sufficient for existing school construction commitments through FY 2002 and into 
FY 2003. In the long term, the estimated demand based on current law of $12 - $15 million 
may exceed current resources, placing pressure on the capital bill and other potential sources 
of financing. Federal funds that have been made available during FFY 2001 could possibly 
be used to address problems of districts with strong student count growth and rapidly 
deteriorating schools discussed below. If these funds are ongoing, they may provide a 
solution to some of the out-year need. 

3. The statutory priority system : Due to the availability of funds, the statutory system of 
priorities established in 1996 has yet to be used, and is therefore difficult to evaluate. We do 
recommend below that a facilities study be carried out which would provide a basis for 
examining the existing priority approach. 

4. Fast growing districts : While Vermont’s school-age population is declining overall, in 
about 15% of Vermont’s school districts, student counts are increasing. Additional funding 
to meet these atypical demands should be explored. This could take the form of percentage 
increases of aid based on school population growth rates. 

5. School facilities conditions: The conditions of Vermont’s schools vary by district. 
Department of Education surveys indicate that increasing numbers of schools are operating 
beyond their useful life; however, there is no systematic analysis of their condition. A 
number of states have conducted facility surveys to: better understand future demand; 
identify areas that need additional funding; and to develop appropriate prioritization for 
existing funding. Vermont should carry out such a facilities survey. We recommend that the 
Department of Education be provided with funds from existing dedicated surpluses to 
develop a proposal for a statewide facility survey process that could be completed and 
available prior to the FY 2004 budget when existing surplus funds are no longer available. 

6. Technical education centers: While this report focuses on K-12 school construction 
needs, state-funded technical centers represent another area of fiscal concern. Current 
conditions of these technical centers are such that there will be a need for substantial 
investments in the coming years. Vermont’s technical education system is being examined in 
another study. At some point, capital resource planning will require that these two education 
finance needs be coordinated. 
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1. School Construction Funding in Vermont: How Funding Works 

A. Local School Construction Cost: based on equalized funding 

The current funding system for school construction provides an absolute tax rate equality for 
additional spending. All towns will see equal tax increases due to decisions to spend equal 
additional amounts on a per pupil basis. The local share of school construction expenditures is 
paid for with property tax revenues using the equalized funding of the Vermont education 
finance system as its base. A local capital project and its capital construction costs would, 
increase a district’s overall budgeted expenditures, translating into an increase in dollars spent 
over the general state support grant. This increased “above block” spending would come from 
local share taxes. As per pupil spending increases, a district’s local share tax liability increases. 
If the school district is a receiving town, the town would export some of the cost to the statewide 
grand list. If the district is a sharing town, the leveraging effect of the sharing pool continues to 
work, requiring the district to raise more tax dollars than the debt actually requires. 

B. State Share: 30% of allowable costs 

Current state law, Title 16 § 3448 (a), (7) and (8) provides for an award of construction aid of 
30% of the approved eligible cost of the project, to be paid in two essentially equal installments 
at the project beginning and completion, if sufficient funds have been appropriated. School 
districts normally bond for the remaining amount. All approved projects receive the same 30% 
allocation. 3 

Allowable costs are set and revised by the Board of Education. They include maximum square 
footage allowances and other limitations on the nature and size of construction. Covered 
expenses include actual building costs, site development, infrastructure, and fixed equipment. 
Land acquisition, furniture, computer hardware, or maintenance are not covered. (See Appendix 
A: Capital Outlay Formula.) Projects must meet “need” criteria defined in the statutes. 

Voter approval is required for funding. The statutes require that voters must have approved the 
cost of the project to be eligible for aid. 

C. Funding Prioritization: Where dollars are insufficient to cover need 

In the event that the state appropriation for funding the 30% state share is insufficient to cover 
the total project need, allocation of state dollars is based on statutorily set priorities. As the 
prioritization of major renovations, additions, and new schools is only relevant when the 
appropriation is insufficient to meet demand of approved projects, this has not been an issue in 
the past several years. These priorities are: 

1. Emergencies in excess of $50,000 

2. Projects in excess of $10,000 which do not expand capacity or make substantial 
additions/renovations but which extend the useful life of a building and/or address a 
need occasioned by deterioration of an existing building. 



3 

The state pays 100% of capital construction costs for regional tech centers. Current estimates of demand have 
resulted in tech center finance being a related area of study which will likely be before the legislature this session. 
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3. Remaining projects: Voter-approved projects ranked annually based on the relative 
degree of need as defined in statute. This category includes additions, renovations, 
and new school buildings. 

The State Board of Education has adopted a “System for Rating Proposed School Construction 
Projects” (See Appendix B). The rating system assigns points in component categories and is 
weighted toward students without facilities. 



2. School Construction in Vermont: Current Trends in Funding 

A. School Construction Funding Demand 

Basic state assistance for school construction is and has been 30% of voter-approved eligible 
project cost. From July 1, 1993 until March 1996 state aid could be 50% for multischool district 
projects and 40% for multischool projects. 4 State obligations for school construction are, in part 
difficult to project due to a changing statutory environment over the past few years. 

Accurate projections are also hampered by the lack of knowledge about building conditions and 
the changing educational needs that physical space must meet. 

The Department of Education does annual surveys of districts as to demand for projects and the 
amount which will be presented for voter approval. Consistently, however, the dollar value of 
voter-approved projects has tended to be about 45% of the dollar value overall submitted for 
approval. Projects that are not approved often roll forward and are approved in subsequent votes 
on modified proposals. The existence of this difference between requested projects and 
approved projects is important. Changes in school construction state aid availability could 
trigger higher levels of approved projects, tapping into some of this latent demand. In part, this 
is what occurred due to the one-year funding moratorium in 1995/6. 

As school construction finance decisions impact local obligations for 5-20-year periods, state 
changes in funding systems can have long-term implications for equity among districts. 



B. Historical Trends in Vermont State Spending 

1 : Actual State Outlays 

Actual state outlays from 1993 to 1996 were around $10 million annually. From March 1996 to 
July 1997, there was a moratorium on state assistance for school construction to give the 
legislature an opportunity to review the funding formula (Act No. 185 of 1995). The imposition 
of the moratorium resulted in a rush of project approvals just prior to its effective date and 
another increase of approvals once it was lifted. Fiscal year outlays of 1997 and beyond have 
been higher due to the project demand that resulted from the moratorium. This changing playing 
field increases the difficulty in drawing an estimate of future demand. (See Table 1 below.) 



4 16 V.S.A. § 3448 (c) added by Act 59 of 1993, Sec. 25a, and repealed in Act No. 185 of 1995 



VT LEG 132182.1 




9 



9 



Current estimates for FY 2001 and FY 2002 indicate a decline in annual outlays due to a 
normalization of demand. 



Table 1: Actual State Outlays by Fiscal Year 



Fiscal Year 


Total State Outlays 


2002 Est. 


$12,000,000 


2001 Est. 


$16,473,148 


2000 


$18,200,480 


1999 


$16,889,799 


1998 


$18,650,799 


1997 


$15,209,752 


1996 


$ 8,687,595 


1995 


$10,000,000 


1994 


$10,585,615 


1993 


$10,511,418 



2. Actual Appropriations 

In 1994 and 1995, base state construction aid was $10.3 million a year. Subsequent to the 
moratorium, annual appropriations rose substantially to meet the pent-up demand and 
moratorium-induced spending needs. For 1996-1999 appropriations, which are reported below, 
averaged $15 million. In FY 1999 and FY 2000, the legislature designated surplus funds which 
provided an additional $40 million reserve for school construction needs for the coming years of 
which $29 million remains unallocated at this time. (See Table 2 below for annual appropriations 
from 1993-2000 and Appendix C and D for Charts.) 



Table 2: Actual Ap 


propriations by Source 


Fiscal 


Total 




By Source 


Year 


Appropriation 


Capital Bill 


Ed. Fund 


General Fund 


GF Surplus 


2001 Est. 


$ 9.000,000 


9,000,000 








2000 


$16,324,513 


6,324,513 


7,000,000 


3,000,000 


29,060,000 


1999 


$27,855,000 


9,725,000 


7,000,000 




11,130,000 


1998 


$ 7,257,855 


7,257,855 








1997 


$16,818,762 


16,818,762 








1996 


$19,000,000 


19,000,000 








1995 


$9,518,428 


9,518,428 








1994 


$9,395,456 


9,395,456 








1993 


$7,918,000 


7,918,000 









C. The Nature of Projects Funded in Past Three Years 

Excluding emergency, infrastructure and energy projects, from August 1997 to July 2000, 19 
major projects for a total estimated cost of $79.7 million went to the state board. Average 
project cost was $4.2 million, resulting in an average state share of $ 1 .26 million. During this 
three-year period, all but three of the projects involved additions and renovations only. The 
largest of these additions and renovations were Union 32 Jr./Sr. High for $12.14 million; Essex 
Town Middle School for $5.57 million; Morristown/Peoples Academy for $4.56 million; 
Bellows Falls Academy of Fairfax for $4.41 million; and Montpelier High at $4.2 million. 
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Only three projects were for new schools and all represented mergers of existing facilities. 

These were: Rivendell Interstate, for $14.18 million; Randolph Elementary, for $6.25 million 
(aid at 40%); and Mettawee Community school for $4.17 million (aid at 50%). These last two 
came in under the pre-moratorium financing formulas. 

Over the three-year period, Vermont’s percentage spent on new schools was 31% with additions 
and renovations representing the other 69%. This differs significantly from national trends. 
Nationwide, new schools represent 40-43% over the same period. Vermont’s older school stock 
and the declining population of students are factors in this difference. Much of the national 
school construction is occurring in areas where student increases are necessitating the 
construction of new schools. 5 

D. Current Estimates for School Construction Funding Needs 
The Department of Education has school construction aid program estimates through FY 2006. 
The estimates are based on data submitted by districts for FY 2002 as to project demand and 
departmental estimate of likely successful votes. A 5% inflation forecast is used for construction 
costs beyond that. Accurate projections are hampered by the lack of knowledge about building 
conditions and the changing educational needs that physical space must meet. Cash needs and 
subsequently projections are also impacted by the timing of voter approval and project activity. 
The difference between anticipated needs and the likely state obligation creates a sense of latent 
demand in the system. That is, anticipated needs are projects that are perceived to be necessary 
but are not approved by the voters. If additional state aid is offered, it is very likely that a greater 
percentage of these “perceived need” projects would be approved. The estimates for the coming 
three fiscal years are: 



Table 3: School Construction Funding Needs Estimates 



(State share of anticipated need before votes) ’ 


State obligation estimate 


FY 02 




$12,070,843 


FY 03 


$29,634,762 


$12,674,385 


FY 04 


$31,515,162 


$13,308,104 



The estimates are far above the $10 million annual allocation for this purpose which was 
assumed to be sufficient. They are below FY 00 and FY 01, years in which past school 
construction obligations were inflating annual program costs. These trends are discussed further 
in the section below. 



5 



School Planning and Management 2000 Construction report. 
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3. School Construction Issues and Impacts on Future Funding 



This study originated from a concern over meeting the need for affordable long-term financing of 
school construction projects. Specifically, the study was to identify whether and to what extent 
the short-term and long-term demand for school construction funding exceeds the current $10 
million commitment of funding from the state’s capital bill. As discussed above, the $10 million 
commitment falls below current estimates of future school construction funding needs based on 
existing school construction state aid. Given the population characteristics, and the age of 
Vermont’s school facilities, there is a question whether current aid levels fall short of addressing 
demand realities in local school districts. This section explores issues of district variance 
including population change, facility conditions and tax effort, and reviews some other states’ 
activities related to them. 



A. Population Shifts 

Vermont student populations have been declining for the past few years. From FY 2000 to FY 
2002, Vermont has had an average annual decline of 0.8%. This trend is likely to continue. This 
decline is in sharp contrast to national trends which show an increase in K- 1 2 student 
populations, especially in the south and west. 

While Vermont’s K-12 population is declining overall, within these aggregate numbers, 15% of 
the districts are seeing annualized increases of over 2% with the growth of the top 14 districts 
varying from an annualized 4% to 11%. These fast growing districts include areas such as Grand 
Isle County with Alburg growing at 5.5% and average growth of 3%, Williston at 4.6% and 
Duxbury at 4.2%. (See chart on the next page for growth rates higher than 2.5% and attached 
Appendix E for entire chart.) 
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Table 4: Equalized Pupils sorted by Growth Rates 



District 


County 


SU 


FY2000 


FY2001 


FY2002- 

Prelimlnary 


Average Annua! Change 


State Total 






105,060 


104,149 


103,306 


(877) 


-0.8% 


Baltimore 


Windsor 


53 


32 


35 


40 


4 


11 . 1 % 


Mt. Tabor 


Rutland 


06 


31 


30 


37 


3 


11.0% 


Pittsfield 


Rutland 


50 


52 


54 


61 


4 


8.2% 


Coventry 


Orleans 


31 


198 


199 


227 


14 


7.3% 


Victory 


Essex 


18 


7 


8 


8 


.5 


6.3% 


Album 


Grand Isle 


24 


301 


318 


334 


17 


5.5% 


Searsbum 


Bennlnqton 


49 


19 


21 


21 


1 


5.0% 


Stratton 


Windham 


46 


29 


30 


31 


1 


5.0% 


Morgan 


Orleans 


31 


115 


124 


126 


6 


4.9% 


Willlston 


Chittenden 


14 


1.210 


1.275 


1.322 


56 


4.6% 


West Paiiiee 


Orange 


62 


109 


113 


119 


5 


4.4% 


Duxbury 


Washington 


42 


190 


190 


207 


8 


4.3% 


Isle La Motte 


Grand Isle 


24 i 


76 


79 


82 


3 


4.2% 


Pomfret 


Windsor 


51 


169 


174 


183 


7 


4.2% 


Ferrisburgh 


Addison 


02 


369 


368 


398 


14 


3.9% 


Walden 


Caledonia 


09 


161 


169 


172 


6 


3.6% 


Pawlet 


Rutland 


06 


244 


250 


261 


9 


3.6% 


Fairfax 


Franklin 


22 


721 


742 


771 


25 


3.5% 


Warren 


Washington 


42 


280 


290 


298 


9 


3.2% 


Holland 


Orleans 


31 


133 


141 


141 


4 


3.0% 


Waltham 


Addison 


02 


99 


101 


105 


3 


2.9% 


Winhall 


Bennington 


46 


95 


100 


101 


3 


2.9% 


Rlpton 


Addison 


03 


100 


103 


106 


3 


2.7% 


Fayston 


Washington 


42 


174 


177 


183 


5 


2.7% 


North Hero 


Grand isle 


24 


119 


123 


126 


3 


2.7% 


Cavendish 


Windsor 


53 


202 


204 


213 


5 


2.6% 


Putney 


Windham 


48 


337 


340 


355 


9 


2.6% 


Hinesburg 


Chittenden 


14 


820 


837 


861 


21 


2.5% 


Norton 


Essex 


19 


22 


23 


23 


1 


2.5% 


Lincoln 


Addison 


01 


204 


208 


214 


5 


2.5% 


North Bennington ID 


Benninaton 


05 


320 


330 


336 


8 


2.5% 


Richmond 


Chittenden 


12 


783 


798 


822 


19 


2.5% 


Proctor 


Rutland 


37 


334 


335 


351 


8 


2.5% 



Prior to the current equalized funding system in some towns, student count growth could be 
accompanied by an increased nonresidential or nonhomestead tax base, enabling a town to defray 
some of the added costs. With the fixed block grant and the local above-block spending 
obligation of Vermont’s education finance system, where a town’s per pupil spending exceeds 
the block grant, new students are more likely to result in a local tax increase as nonresidential, 
nonhomestead grand list growth is shared statewide. New students bring with them a block grant 
which is below the statewide average spending per pupil. For this reason, even before new 
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